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percent interest rate regardless of the 
rate specified in the note if the Agency 
determines that such a reduction is 
necessary to maintain affordable rent-
al rates for tenants. 

(j) Loan assumption terms. The 
amount of the loan balance that may 
be assumed through an ownership 
transfer or sale must not exceed the se-
curity value of the housing project de-
termined according to § 3560.406(d)(3)(i). 

(1) The Agency may reamortize a 
loan assumed through an ownership 
transfer or sale over a period not to ex-
ceed the remaining economic life of the 
housing or 50 years, whichever is less. 

(2) The Agency may extend the term 
of the loan to a period not to exceed 30 
years or the remaining economic life of 
the housing, whichever is less. 

(3) When loans assumed through an 
ownership transfer or sale are amor-
tized on an annual payment basis, the 
loans will be converted, at the time of 
the transfer or sale, to a monthly pay-
ment amortization and will be made 
subject to PASS. When on- or off-farm 
labor housing projects are involved in 
an ownership transfer or sale, the re-
lated loans may be transferred on a 
DIAS basis or converted to PASS if the 
Agency determines that such a conver-
sion will not be detrimental to the op-
eration of the farm labor housing. 

(k) Processing ownership transfers or 
sales. (1) At the time of the transfer, 
the Agency will require the borrower 
to transfer all equipment, related fa-
cilities, and housing project financial 
accounts to the transferee including 
the operation and maintenance ac-
count, reserve account, tenant security 
deposit account, tax and insurance es-
crow accounts. 

(i) Any funds remaining in a rental 
assistance contract not dispersed by 
the transferor will be assigned to the 
transferee unless the rental assistance 
is not needed for tenants or another 
form of rental subsidy is to be used. 

(ii) Any rental assistance determined 
to be unnecessary will be reassigned to 
other housing projects in accordance 
with the provisions of subpart F of this 
part. 

(2) The Agency will require that ap-
propriate loan documents are executed 
by the transferee. The Agency may re-
quire such documents to be referenced 

in security instruments (e.g., mortgage 
or deed of trust). 

(3) If all of a borrower’s outstanding 
Agency debt is not assumed or paid off 
at the time of the transfer or sale, the 
Agency will not release a borrower 
from liability unless the Agency deter-
mines that the borrower is unable to 
pay the remaining debt from assets 
taken as security through the debt set-
tlement procedure in accordance with 
§ 3560.457. 

(l) Ownership transfers or sales under 
special rates, terms, and conditions. 
Housing projects may be transferred or 
sold to entities that do not meet bor-
rower eligibility requirements for the 
type of loans being assumed. However, 
such a transfer or sale will only be con-
sidered when it is determined by the 
Agency to be in the best interest of the 
Federal Government and the objectives 
of the original loan can no longer be 
met. The following special rates, 
terms, and conditions will apply to 
such situations. 

(1) The transferee makes a down pay-
ment of at least 10 percent of the re-
maining loan balance to be assumed. 

(2) The transferee has the ability to 
pay the Agency debt. 

(3) Monthly or annual installments 
will be amortized over the term of the 
loan and the interest rate will be at a 
rate of interest at least one percent 
higher than the interest rate offered to 
eligible borrowers as specified in para-
graphs (i)(1) or (2) of this section. 

§ 3560.407 Sales or other disposition of 
security property. 

(a) General. Borrowers must obtain 
Agency approval prior to selling or ex-
changing all or a part of, or an interest 
in, property serving as security for 
Agency loans. Agency approval also 
must be requested and received prior to 
the granting or conveyance of rights- 
of-way through property serving as se-
curity property. An environmental re-
view must be completed in accordance 
with 7 CFR part 1940, subpart G, before 
the Agency approves all such sales or 
other dispositions of security property. 

(b) Request requirements. Requests for 
Agency approval of transactions re-
lated to security property must docu-
ment that the following conditions will 
be met. 
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(1) The borrower’s ability to repay 
the Agency debt will not be impaired; 

(2) The transaction will not interfere 
with the successful operation of the 
housing project or prevent the bor-
rower from carrying out the purpose 
for which the loan was made. 

(3) The monetary or other consider-
ation offered in the transaction is 
equal to or greater than the market 
value of the security property being 
disposed of or the rights being granted, 
except that right-of-way easements 
may be granted or conveyed with mini-
mal or no consideration being offered 
if: 

(i) The value of the security property 
will not be reduced; 

(ii) The suitability of the security 
property for the intended purpose will 
not be impaired; and 

(iii) The easement is granted to allow 
the borrower to develop additional lots 
or units that will be integrated into 
the housing project or for enhancement 
of streets, utilities or other services 
provided by a public body. 

(4) The property that will remain as 
security for Agency loans, after any 
transaction related to security prop-
erty, will fully secure the borrower’s 
debt to the Agency. 

(5) Borrowers must report to the 
Agency the total of all proceeds de-
rived from the sale or other disposition 
of property serving as security for 
Agency loans. The proceeds from the 
disposition of the security property 
will be used for purposes approved by 
the Agency. 

§ 3560.408 Lease of security property. 
(a) General. Borrowers must obtain 

Agency approval prior to entering into 
a lease agreement related to any prop-
erty serving as security for Agency 
loans. An environmental review must 
be completed in accordance with 7 CFR 
part 1940, subpart G, before the Agency 
can give lease approval for real prop-
erty serving as security for Agency 
loans. 

(b) Leases to public housing authorities. 
Borrowers may not lease all or part of 
their housing facilities to a housing au-
thority. Lease agreements in place 
prior to the effective date of this regu-
lation may be continued provided that 
leases are in a form acceptable to the 

housing authority and are on terms 
that will enable the borrower to com-
ply with Agency program require-
ments, to meet Agency program objec-
tives, and make loan and other re-
quired payments to the Agency on an 
Agency approved schedule. 

(c) Lease of a portion of the security 
property. The Agency may, subject to 
the applicable provisions governing 
loan purposes found in of § 3560.53, 
§ 3560.553 and § 3560.603, approve the 
leasing of facilities related to a hous-
ing project (e.g., central kitchens, 
recreation facilities, laundry rooms, 
and community rooms) when the bor-
rower will continue to operate the fa-
cilities for the purposes for which the 
loan was made. Agency approval is not 
required for leases with a term of less 
than 30 days. The Agency will only ap-
prove a lease with a term over 30 days 
if the following conditions are met: 

(1) The lease is in the best interest of 
the borrower, the tenants, and the Fed-
eral Government. 

(2) The amount of the consideration 
agreed to in the lease is adequate to 
pay all prorated operating and mainte-
nance expenses, a prorated share of the 
annual reserve deposit, and the pro-
rated part of the loan amortization at 
the note rate of interest. 

(3) All compensation and consider-
ations, whether payments, a share of 
proceeds, or improvements to the prop-
erty paid for by the lessee, must be dis-
closed to the Agency. No payments or 
compensation for entering into a lease 
shall flow to the borrower or any iden-
tity-of-interest related to the bor-
rower. 

(4) The lease provides at its termi-
nation for the restoration of the leased 
space to its original condition or a con-
dition acceptable to the owner and the 
Federal Government. 

(5) Consent to the lease will not ex-
ceed 3 years at a time unless the Agen-
cy determines that a longer lease is ad-
vantageous to the borrower, the ten-
ants, and the Federal Government. 

(6) When another lienholder’s mort-
gage requires that lienholder’s consent 
to a lease, the borrower must obtain 
written consent from the lienholder be-
fore the Agency will consider approv-
ing the lease. 
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